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FASB ...
Bright New Hope ... or Last-ditch Stand?

Dr. Loudell O. Ellis, CPA, is Assistant Pro
fessor of Accounting at the University of
Alabama at Birmingham. Her previous ex
perience includes public accounting with
Dudley, Hopton-Jones, Sims, & Freeman
and teaching at the University of South
Alabama and Louisiana State University in
New Orleans.
She has a Ph.D. from the University of
Alabama in Tuscaloosa and is a certified pub
lic accountant (State of Alabama). She has
also passed the examination for a Certificate
in Management Accounting.
Dr. Ellis is a member of the American Ac
counting Association, the American Institute
of CPAs, the Alabama Society of CPAs, the
National Association of Accountants, and
AWSCPA and ASWA.

Dr. Loudell O. Ellis, CPA
The University of Alabama at Birmingham
Birmingham, Alabama
The author describes the formation of the
organization, its predecessors, its ac
tivities to date, and takes a look at its
future.

The Financial Accounting Standards
Board (FASB), which replaced the Ac
counting Principles Board in 1973, has
thus far withstood pressures from the
Securities and Exchange Commission
(SEC) as well as sectors of the business
and financial community to produce
quickly.
Committed to procedures which some
critics say are unnecessarily time
consuming, the FASB has yet to establish
a rule. (Standard No. 1 was an interpreta
tion, not a pronouncement.) To develop
accounting standards for the entire pro
fession, the FASB, with seven full-time
salaried board members and more than 60
permanent staff members, is committed
to procedures designed to produce a qual
ity program, free from bias and com
prehensive in scope.
If, instead, the Board accedes to urgent
pleas for quick, standard-setting state
ments, then the bright new hope of the
profession may become its last-ditch
stand. If the Board decides to issue state
ments for expediency's sake, then the de
velopment of accounting standards may
no longer be privately controlled by the
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profession itself.
In theory, when it is said that financial
statements have been prepared "in accor
dance with generally accepted accounting
principles" it is assumed that the state
ments present fairly a firm's financial pos
ition, changes in financial position and
results of operations. In practice, because
of the way principles have been de
veloped in the past, because of the multi
plicity of opinions and lack of objective
research, the statement "conforming to
GAAP" has not had a uniform meaning.

Adoption of the Term Generally
Accepted Accounting Principles
The quality of information provided in
financial statements was questioned in
creasingly in the early part of the twen
tieth century. The Federal Reserve Board
asked for more appropriate information
for bank credit purposes. Various indi
viduals and groups, including the New
York Stock Exchange (NYSE), expressed
concern over the wide variety of account
ing principles, rules and procedures used
in financial reporting. These groups re
quested (1) adequate disclosures for the

benefit of stockholders and potential in
vestors, and (2) consistency in the appli
cation of accounting principles.
In 1932 the NYSE and a special commit
tee of the American Institute of Accoun
tants (AIA) cooperated in an effort to im
prove the quality of financial reporting.
The AIA committee thought that broad
standards of accounting and reporting
should be developed, and that such stan
dards should be followed by all firms fil
ing statements with the NYSE. Each firm
would be allowed to choose individual
methods, procedures, and practices ap
propriate to its circumstances, as long as
such procedures were disclosed, were fol
lowed consistently, and were compatible
with the broad standards.
The following was thought to be desir
able at that time:1
1. Each firm filing reports with the
NYSE would also submit a statement of its
methods of accounting and reporting.
The methods were to be those adopted by
the board of directors and made available
to stockholders.
2. Periodically, each firm would inform
the NYSE whether such methods had
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been used consistently or whether
changes had been made.
3. The accountant's audit report would
confirm (or deny) that such methods had
been used, that they had been applied
consistently, and that they were in
agreement with the broad standards of
accounting and reporting developed by
the AIA.
A sample audit certificate, proposed as
part of the plan, included the phrase "ac
cepted principles of accounting" to refer
to the six standards of a broad, fundamen
tal nature, which were approved by the
AIA membership. The sample audit re
port of 1932 was not intended for use with
all audited statements. The certificate ap
plied only to firms listed on the NYSE that
had previously stated their accounting
methods.
With the publication of Examination of
Financial Statements in 1936, the term
"generally" was added to "accepted prin
ciples of accounting."
Since the early 1930s when the term
"accepted principles of accounting" was
introduced, the American Institute of
Certified Public Accountants (AICPA)
and its predecessor, the American Insti
tute of Accountants, have been directly
involved in defining and developing
these principles. With the recent estab
lishment of the Financial Accounting
Standards Board (FASB), the AICPA re
linquished direct control over the de
velopment of accounting standards.
When the FASB came into existence in
1973, it was announced that the term to be
used would be "generally accepted ac
counting standards." The term "stan
dards" rather than "principles" was

selected by the FASB to describe its pro
nouncements, because the pronounce
ments are about ways of doing things —
they are not fundamental truths.
In this way, the FASB notified the pub
lic that it is working in an area of social
convention rather than natural law.

Background to the FASB
In 1934 the SEC was given the authority to
prescribe financial accounting and report
ing practices. However, the SEC dele
gated a major portion of this responsibil
ity to the accounting profession, and the
AICPA Committee on Accounting Proce
dure was charged with the task of design
ing accepted practices and alternatives.
The official pronouncements of the In
stitute Committee were supposed to
eliminate those practices which were
clearly undesirable and to encourage uni
form accounting practices among similar
industries. However, the Committee
never developed a comprehensive state
ment of basic accounting principles; nor
did it create a conceptual framework for
use in solving financial reporting prob
lems.
Instead, it attempted to identify exist
ing practices and to recommend accept
able or preferable alternatives. In addi
tion, it was reluctant to condemn widely
used practices, even when those practices
were in conflict with its recommenda
tions. Thus, many alternatives existed
which were acceptable to the AICPA and
the comparability of financial reports re
mained at a relatively undesirable level.
During its existence, the Committee
succeeded in insisting on more adequate

disclosures. The Committee functioned
for 20 years, issued 51 Bulletins (pro
nouncements), and was replaced in 1959
by the Accounting Principles Board.
The Accounting Principles Board (APB)
was a senior committee of the AICPA.
Therefore, all APB members, working on
a part-time, unsalaried basis, were also
members of the AICPA. Traditionally, the
membership included a partner from each
of the eight largest public accounting
firms.
The APB had sole authority to issue
pronouncements on generally accepted
accounting principles. Its stated purpose
was to expound on these principles. It
attempted to determine and develop ap
propriate procedures and to narrow the
range of acceptable alternatives.
Between 1959 and 1964, the APB di
rected much of its effort toward finding a
conceptual framework for the develop
ment of accounting principles. The Ac
counting Research Division was formed
in 1959 to work closely with the APB and
to advance accounting research in gen
eral. However, the gestation periods for
the majority of research studies were
longer than anticipated, no new studies
were authorized after August, 1967, and:

of the 24 separate studies authorized
between September 1959 and August
1967, only 11 had resulted in publica
tion before the end of 1971. Ten will
probably be published at a later date,
and three were terminated.2
The desired conceptual framework was
never created, partly because of the length
of time involved in research projects and
partly because of the difficulties inherent
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relations counsel. In addition to the
senior technical adviser, there is a techni
cal adviser for each of the seven board
members.
Research personnel, guided by the di
rector of research, are charged with inves
tigating specific issues associated with
FASB projects. The research division
functions in a problem-solving capacity,
providing information about specific
questions under review and the impact of
alternative solutions. Research methods
are primarily field oriented — e.g., inter
views — although the department under
takes a limited amount of research into
theory and concept.

Meeting of the Financial Accounting Standards Advisory Council
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in the task itself:
Financial accounting and reporting are
not grounded in natural laws as are the
physical sciences, but must rest on a
set of conventions or standards de
signed to achieve what are perceived
to be the desired objectives of financial
accounting and reporting.3
The APB, like its predecessor, the
Committee on Accounting Procedure,
faced many of the same problems. One of
the main problems was a rapidlychanging business and financial envi
ronment. Neither group was structured
with the flexibility needed to meet these
changes.
By the middle of the 1960s, an increas
ing number of financial reporting prob
lems had developed, and the SEC turned
to the Board for assistance. The work of
the APB thus changed from the endeavor
to develop theory to the solution of press
ing, day-to-day problems, often in a
piecemeal manner.
By the end of the 1960's public confi
dence in the integrity of financial report
ing had decreased, and the APB was
being severely criticized. Among other
things, many persons felt that the APB
did not take a strong enough position in
many areas, that it took a position before
hearings and exposure drafts of proposed
pronouncements, that part-time APB
members did not have sufficient time to
devote to pressing problems, and that re
search activities needed more adequate
supervision.
An AICPA committee, chaired by Fran
cis M. Wheat, was appointed "to study
the establishment of accounting princi
ples and to make recommendations for
improving that process."4 As a result of
the Wheat Report, the Financial Account
ing Standards Board replaced the APB in
1973. The APB lasted 13 years and pro

The procedures of the Financial Account
ing Standards Board are different in a few
respects from those of the former APB.
Below are the procedures followed before
the issuance of a Statement (Standard):
1. Topics are suggested by members of
the FASB, members of the Advisory
Council, and other interested persons or
groups.
2. Board members define the problem
or topic.
3. A task force, headed by a member of
the FASB, is appointed to refine the defin
ition, to determine the nature and extent
of research needed, and to prepare a dis
cussion memo. Among other things, the
discussion memo presents alternatives
and covers the advantages and disadvan
tages of each. Since a member of the FASB
heads each task force, research activities
are closely supervised and controlled.
4. With certain exceptions, a 60-day ex
posure period is given for the discussion
memo, after which public hearings are
held for presentations of all sides to alter
native positions. No position or prefer
ence is expressed by members of the
FASB at this point.
5. Members of the FASB evaluate the
data presented in support of alternatives
and prepare a draft statement, normally
for a 60-day period of exposure.
6. Comments, position papers, and
other communications on the draft state
ment are evaluated. After approval by at
least five of the seven members, a state
ment of the standard is issued which be
comes effective 90 days later. Dissenting
opinions are not issued.
7. The FASB may issue interpretations
of standards and of prior opinions with
out hearings and exposure periods re
quired for new standards, if such in
terpretations are made for the purpose of
clarifying, explaining, or elaborating on
previous pronouncements.
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duced 31 Opinions (pronouncements)
and four Statements.

Purpose and Membership
of the FASB5
The purpose of the FASB is to restore (and
preserve) confidence in the integrity of
financial reporting. In accomplishing its
purpose, the FASB will attempt to estab
lish or improve standards of financial ac
counting and reporting and narrow the
range of alternative practices. It has "final
and ultimate authority over the subject,
style, content and substance of its State
ments of Financial Accounting Standards,
Interpretations and other communi
cations."6
The seven-member Financial Account
ing Standards Board is appointed by the
Board of Trustees of the Financial Ac
counting Foundation. Four FASB mem
bers must be CPAs from public practice,
and the other three should have extensive
experience in the financial reporting
field, but need not hold a CPA certificate.
Salaried board members ($100,000 per
year) devote full time to the FASB's work;
they are without firm affiliations or ties.
The FASB is an independent body whose
member have no obligation to, or depen
dence on, any group such as partners,
employers, clients, or the AICPA. They
are able to give their undivided attention
to both urgent and on-going problems,
and — if necessary — can move quickly to
attend to pressing matters.

Permanent Staff of the FASB7
The permanent staff of the FASB is com
posed of more than 60 persons, including
administrative, technical and research
personnel. There is a director of adminis
tration, a senior technical adviser to the
FASB, a director of research, and a public

The Financial Accounting
Foundation9

FASB Standard No. 112

As noted earlier, the FASB can handle
The Financial Accounting Foundation urgent problems by use of interpretations
appoints the members of the Financial intended to clarify existing pronounce
Accounting Standards Board. Trustees of ments. Such an effort is reflected in the
the Foundation are appointed by the FASB's first pronouncement, Statement of
Board of Directors of the AICPA. The nine Financial Accounting Standards No. 1: Dis
trustees of the Foundation are selected closure of Foreign Currency Translation In
from the following fields: one trustee is formation, dated December, 1973. The
the president of the AICPA; four are CPAs Standard does not specify which policies
in public practice; two are financial execu and rules should be followed in reporting
tives; one is a financial analyst; one is an the effect of changes in foreign currency
accounting educator. Non-CPAs are cho values. Rather, it requires only disclosure
sen from names submitted by the Finan of the translation policies followed. An
cial Executives Institute, the Financial FASB task force is presently considering
Analysts Federation, the National As the broad topic of foreign currency trans
sociation of Accountants, and the Ameri lation. Until such time as an official
can Accounting Association. In addition standard-setting statement is issued, fi
to appointing members to the FASB, the nancial statements must disclose which of
Foundation is charged with raising and the presently acceptable alternatives is
allocating funds for operations (between being followed.
2.5 and 3 million dollars per year) and
Standard No. 1 was issued without a
with appointing members to the Finan discussion memo and with only a 30-day
cial Accounting Standards Advisory period of exposure for the draft statement.
Council.
The FASB Rules of Procedure permit the
issuance of a draft statement without a
prior discussion memo when the FASB
The Financial Accounting
feels that an informed decision can be
Standards Advisory Council10
made without a public hearing. The
The Financial Accounting Standards Ad Board felt, due to the urgency of the prob
visory Council is composed of approxi lem, that the minimum exposure period
mately 20 members working closely with should be used.
the FASB in an advisory capacity. A vari
The format of Standard No. 1 is sig
ety of occupations is represented, and nificant. In addition to the pronounce
only one-quarter of the members may ment contained in the body of the state
come from a single field of activity. Mem ment, Appendix A contains background
bers of Council assist the FASB in estab information including a summary of re
lishing priorities, setting up task forces, search findings, and a summary of the
reacting to proposed standards, and per consideration of comments on the expo
forming other needed tasks.
sure draft. Appendix B contains examples
of disclosures. The information contained
in both appendices is useful for under
The Role of the AICPA11
standing and implementing the pro
Although the AICPA has given up direct nouncement.
control over the formulation of account
ing standards, it makes its influence felt
through the Accounting Standards Divi Concluding Evaluation
sion. The newly-created Accounting FASB is expected to benefit from the ex
Standards Executive Committee speaks perience and skills of persons with differ
for the AICPA in matters relating to finan ent backgrounds. The responsibility for
cial accounting and reporting and cost ac the development of standards of financial
counting. It established liaison with the reporting is shared with the financial and
FASB as well as with other accounting and corporate community. The need for wider
financial bodies such as the SEC, the stock representation was noted before the dis
exchanges, and the Cost Accounting solution of the APB. However, at the time
Standards Board. The Accounting Stan the APB was established, groups in
dards Committee comments on FASB terested in financial reporting (other than
pronouncements and interpretations, the AICPA and the SEC) had not reached
prepares position papers, submits pro the level of activity and influence that
posals for consideration, and communi they have today.13
Obviously, the extended exposure
cates the AICPA's thinking on topics
under consideration. (AICPA members periods normally required for discussion
are not required to adopt the position memos and draft statements will delay the
taken by the Accounting Standards Ex initial issuance of standard-setting pro
nouncements. However, if the FASB
ecutive Committee.)

adopts a piecemeal approach, or if it is
sues standard-setting statements too
quickly without adequate hearings, it
may find it has achieved short-run minor
benefits at the expense of long-run suc
cess. Confidence in financial statements
may be lost once again, and history may
show that the FASB was, indeed, the last
chance for keeping the development of
accounting standards in the private sec
tor. The corporate and financial commun
ity wholeheartedly supported the FASB's
objectives and methods of operation
when originally proposed. It is to be
hoped that adhering to those objectives
and procedures now, despite pressure
from the SEC and some sectors of the bus
iness community, will provide the longrun benefits envisioned when the FASB
was created.
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